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ABSTRACT 



The National Study of Child Care for Low- Income Families, 
conducted for the Administration for Children and Families in the U.S. 
Department of Health and Human Services, is a 5-year research effort in 17 
states and 25 communities that will provide information on the response of 
states and communities to the child care needs of low- income families, on the 
employment and child care choices made by these families, and on the factors 
that influence those choices. This report is the first in a series that will 
present study findings, and the first of three that will focus specifically 
on the issues at the state and community levels. The report's introductory 
chapter details the legislative context for the study, including the 
legislative and policy changes produced by welfare reform and the issues 
raised by those changes. This chapter also provides an overview of the 
study's objectives, activities and time- frame, and a framework for the 
report. The second chapter examines the changes and growth in child care 
expenditures in the study states in the first 3 years of welfare reform and 
the proportion of funds drawn from federal versus state sources, and from 
mandatory versus optional sources. Finally, the chapter describes the extent 
to which child care funds are used to address quality concerns or improve 
administrative efficiency, as opposed to direct expenditure on child care 
services. The third chapter focuses on how states are meeting the demand for 
child care subsidies. The chapter examines changes in the use of subsidies 
since the passage of welfare reform legislation, the ways in which TANF 
(Temporary Assistance for Needy Families) policies have influenced the use of 
subsidies and the strategies states have employed to address the subsidy 
needs of TANF and non -TANF families. The fourth chapter describes the 
administration of child care subsidies in states and communities. This 
chapter also examines the ways in which administrative procedures facilitate 
or make more difficult families' access to subsidies. The fifth chapter 
addresses questions about the types of care that states are purchasing with 
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child care subsidies and the ways in which states may influence parents' 
choice of child care arrangement through regulatory policies and other 
requirements as well as payment rates and procedures. The sixth chapter 
addresses questions about how the supply of child care has responded to 
growth in the use of subsidies and what types of care seem to be in short 
supply. In addition, the chapter examines the strategies states use to 
distribute quality funds and the extent to which those funds are targeted to 
the improvement of care for low- income families versus more general 
improvement. The report's concluding chapter discusses some of the 
implications of the report's findings. Numerous tables are appended. (HTH) 
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Chapter One: Introduction 



The strong US economy provides new employment opportunities for low-income parents, even those 
with few job skills who may be new to the labor market. For these parents, reliable and affordable 
child care is an essential support if they are to obtain and hold onto a job. Little is known about how 
the child care market works for low-income families, how and why they make choices about child 
care, and how state child care subsidy policies affect those choices. The welfare reform legislation 
enacted in 1996 brought with it increased investment in child care to serve the needs of both families 
leaving the welfare rolls and other low-income families, many of whom may never have received 
cash assistance. 

The National Study of Child Care for Low-Income Families, conducted for the Administration for 
Children and Families in the US Department of Health and Human Services, by Abt Associates Inc. 
and the National Center for Children in Poverty, is a five-year research effort in 17 states and 25 
communities that will provide information on the response of states and communities to the child care 
needs of low-income families, on the employment and child care choices made by low-income 
families and on the factors that influence those choices. In addition, the study is focusing on the 
family child care arrangements of low-income families and the experiences of children in this type of 
care. 

This is the first in a series of reports that will present study findings, and the first of three that will 
focus specifically on issues at the state and community levels. Later reports will trace change over 
time in state policies and practices and will provide parents’ and providers’ perspectives on how these 
policies and practices affect the local child care market. 

The remainder of this chapter describes in more detail the legislative context for the study, including 
the legislative and policy changes produced by welfare reform and the issues raised by those changes. 
It provides an overview of the study’s objectives, activities and time-frame and a framework for the 
report. 

The second chapter examines the changes and growth in child care expenditures in the study states in 
the first three years of welfare reform and the proportion of funds drawn from federal vs. state 
sources, and from mandatory vs. optional sources. Finally, the chapter describes the extent to which 
child care funds are used to address quality concerns or improve administrative efficiency, as opposed 
to direct expenditure on child care services. 

Chapter Three focuses on how states are meeting the demand for child care subsidies. It examines 
changes in the use of subsidies since the passage of welfare reform legislation, the ways in which 
TANF policies have influenced the use of subsidies and the strategies states have employed to address 
the subsidy needs of TANF and non-TANF families. Chapter Four describes the administration of 
child care subsidies in states and communities. The chapter examines the ways in which 
administrative procedures facilitate or make more difficult families’ access to subsidies. Chapter Five 
addresses questions about the types of care that states are purchasing with child care subsidies and the 
ways in which states may influence parents’ choice of child care arrangement through regulatory 
policies and other requirements as well as payment rates and procedures. 

Chapter Six addresses questions about how the supply of child care has responded to growth in the 
use of subsidies and what types of care seem to be in short supply. In addition, the chapter examines 
the strategies states use to distribute quality funds and the extent to which those funds are targeted to 
the improvement of care for low-income families vs. more general improvement. A concluding 
chapter discusses some of the implications of the report’s findings. 
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Legislative Background 



The welfare reform legislation passed in 1996 was the culmination of efforts over several decades to 
move from a cash entitlement program for poor families with children to a system that substitutes 
work for welfare. Created in 1935 as part of the Social Security Act, Aid to Families with Dependent 
Children (AFDC) provided an entitlement to cash benefits for poor families with children whose 
parents were unable to support them. Initially seen as a benefit for widows with young children, to 
ensure their ability to stay home to care for their children, over time AFDC became a means of 
support for increasing numbers of single female heads of households, many divorced or separated 
from their spouses, others never married. Under this entitlement, assistance was provided to all 
eligible individuals, with the federal government paying the major portion of the costs. 

While work incentives were introduced for the first time in 1968, the first major change in welfare 
policy came with passage of the Family Support Act in 1988, which emphasized moving welfare 
recipients into jobs while providing increased funding for the education and training that would make 
the move from welfare to work possible. The legislation created a new program, JOBS (Job 
Opportunities and Basic Skills) in which some proportion of welfare recipients would be required to 
participate, set gradually increasing participation goals for states and allowed states to sanction non- 
participants. Also under this legislation, and for the first time, parents receiving welfare and working 
or enrolled in education or training programs were guaranteed child care assistance if they were in 
an approved activity. They were also guaranteed one year of child care subsidies if they left welfare 
for work-related reasons, a program called Transitional Child Care, or TCC. Although many states 
had their own child care subsidy programs, the majority of federal funds for child care assistance 
prior to 1988 came from the Title XX Social Services Block grant, the major source of child care 
subsidies until the passage of this legislation. 

Shortly after the implementation of additions to the child care subsidy programs associated with the 
Family Support Act, Congress created the Child Care and Development Block Grant (CCDBG) 
discretionary program, and the At-Risk Child Care Program, a capped entitlement program. Thus, 
although efforts were being made to consolidate the many child care funding streams, for several 
years prior to the passage of the PRWORA in 1996, states had to deal with four federally- funded 
child care programs (AFDC child care, TCC, At-Risk Child Care, and the Child Care and 
Development Block Grant), each with a unique mix of target populations, funding mechanisms, 
reporting requirements, and regulations. 

Providers who received CCDBG, even those who were exempt from state regulation, were required to 
meet a minimal set of health and safety standards. Prior to creation of the CCDBG, providers 
receiving child care dollars from Title XX or other federal sources, including the Family Support Act 
programs, were required to meet only the requirements of their particular state or community; no 
additional federal requirements were imposed on providers. 

During the 1990s, the federal government introduced a system in which waivers were granted to 
states to allow them to test individual approaches to welfare reform. This was an extensive effort 
involving 43 states and many different waivers. Before most of these experiments had been 
concluded, there began efforts by both political parties to effect comprehensive welfare reform at the 
federal level and to devolve responsibility for the welfare population onto the states, which 
culminated in the passage of the PRWORA in 1996. 
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The Personal Responsibility and Work Opportunities Reconciliation Act 
(PRWORA) 

The PRWORA replaced AFDC’s cash assistance entitlement with benefits and services contingent 
upon meeting a work requirement. It replaced the AFDC matching grant with a block grant program 
called Temporary Assistance to Needy Families (TANF). Under this program, states are given a 
fixed amount of money, determined by funding levels prior to 1996, regardless of the number of 
families who need assistance, and also a great deal of flexibility in determining how the money is 
spent. To be eligible for benefits, adults must be engaged in work activities after no more than two 
years on welfare. The legislation mandated time limits on lifetime assistance with federal funds to a 
maximum of five years and allowed states the option to adopt more stringent time limits or work 
requirements. 

States were given specific participation goals which rise gradually over time. In FY 1999, a 
participation rate of 35 percent was required for all one-parent families (90 percent for two-parent 
families). States are allowed to count caseload reductions since FY 1995 in calculating progress 
toward their participation requirements. To count toward the required participation rate, adults must 
work a minimum number of hours. In FY 1999, the requirement for single parents was 25 hours a 
week (20 hours for parents with a child under six years), increasing to 30 hours in FY2000. 

States are allowed to impose work requirements more or less stringent than those set by the federal 
government and may allow participation in work activities other than those allowable under the 
federal requirement. (If states impose less stringent requirements, they must use state funds to cover 
cash assistance to families covered by these less stringent requirements.) States may also elect to 
grant a one-time exemption to single parents with infants under 12 months of age from work 
requirements and to disregard them in calculating work participation rates. The legislation authorizes 
states to impose sanctions that limit or eliminate cash assistance for families that do not comply with 
work requirements. Finally, states are allowed considerable flexibility in spending TANF dollars, up 
to 30 percent of which could be transferred and used for child care. 

PRWORA also made dramatic changes in the structure of federal child care assistance programs. The 
Child Care and Development Fund (CCDF) represents a combination of the four major federal child 
care programs into a single program subject to the Child Care and Development Block Grant Act, as 
amended under PRWORA. Combining funding requirements of the previous four federal subsidy 
programs, the new Child Care and Development Fund requires states to contribute funding in order to 
draw down a proportion of their federal allotment; an additional proportion goes to states without 
state contributions. Because there are no longer four sets of rules to follow, states have much more 
flexibility in deciding how child care funds are expended. The legislation substantially increased the 
level of federal funding. To encourage states to pay attention to the quality of the child care being 
provided, they were required to set aside a minimum of 4 percent of the grant for quality 
improvement. While this set-aside is a smaller percentage than that required under the previous block 
grant program, because of the substantial increase in overall funding, dollars for quality initiatives 
were substantially increased. In addition, the legislation earmarked funds to increase the supply of 
specific types of care (e.g., care for infants and toddlers, school-age care, etc.). 

The work requirements imposed by the PRWORA raised a number of policy issues related to child 
care, including the following: 

• While the legislation allowed states the flexibility to redress the shift of subsidies from the 
working poor to welfare recipients that occurred during the early years of the decade (Blank, 

1 997), it was feared that, under the pressure of the work requirements, states might allocate 
all or most of their child care funds to welfare families. 



Abt Associates Inc. 



State and Community Substudy Interim Report 



3 



• Under pressure to provide assistance to an increasing number of poor families, states might 
change their subsidy policies in ways that would constrain parents’ choice of child care to 
less-expensive, less-regulated care. 

• Increased demand for child care might create shortages in some types of care, particularly 
infant and school-age care or care for atypical schedules. 

To address these and other policy issues, the federal government funded a five-year study of child 
care for low-income families that would examine the impact of federal and state welfare and child 
care policies on communities and on low-income parents and children in those communities. The 
study is described briefly below 

The National Study of Child Care for Low-Income Families 

The National Study of Child Care for Low-Income Families , conducted by Abt Associates Inc. of 
Cambridge, Massachusetts, and the National Center for Children in Poverty at Columbia University’s 
Joseph Mailman School of Public Health in New York City, will provide federal, state and local 
policy makers with information on the effects of federal, state and local policies and programs on 
child care at the community level, and on the employment and child care decisions of low-income 
families. It will also provide insights into the characteristics and functioning of family child care, a 
little-studied type of care frequently used by low-income families, and the experiences of parents and 
their children with this form of care. 1 

Study Objectives and Design 

The study is designed to examine how states and communities formulate and implement policies and 
programs to meet the child care needs of families moving from welfare to work, as well as those of 
other low-income parents; how these policies change over time; and how these policies, as well as 
other factors, affect the type, amount, and cost of care in communities. In addition, the study is 
investigating the factors that shape the child care decisions of low-income families, and the role that 
child care subsidies play in those decisions. Finally, the study is examining, in depth and over a 
period of 2 Vi years, a group of families that use various kinds of family child care and their child care 
providers, to develop a better understanding of the family child care environment and to what extent 
the care provided in that environment meets parents’ needs for care that supports their work-related 
needs and meets children’s needs for a safe, healthy and nurturing environment. 

Six specific objectives have been identified for the study, including: 

1. To develop an understanding of state child care and welfare policies and how these are 
formulated and implemented at the community level; 

2. To develop an understanding of how other community-level factors (e.g., the community 
poverty rate, labor market, and the nature and scope of institutions related to child care) affect 
the way that communities are organized to help low-income families address work and child 
care needs; 



1 In this study, family child care is defined as care by an adult, related to the child or unrelated, in that adult’s 
own home and outside the child’s own home. 
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3. To examine the effects of child care and welfare policies and community-level factors on the 
demand for and the supply of child care, and on the types of child care arrangements that 
low-income parents make; 

4. To examine changes in policies and programs over time and the effects of these changes; 

5. To examine and model the child care decisions of low-income families and the role of child 
care subsidies in decision-making; and 

6. To conduct an in-depth examination of family child care used by low-income families, 
including the role of family child care in helping poor families manage the competing 
demands of work and child care, and children’s experiences in the care environment. 

To address these objectives, information is being gathered from 17 states about the formulation and 
administration of child care and welfare policies and programs, and about resource allocations. 

Within the 17 states, information is being gathered from a total of 25 communities about the 
implementation of state and local policies and the impact of those policies and practices on the local 
child care market and on low-income families. Information on states is collected twice: in 1999 and 
in 2001, and on communities three times over the same period to allow us to investigate change over 
time in policies and practices. From individual families in these communities, we are gathering 
information on how state and local policies and programs, as well as other factors, influence parents’ 
decisions about child care, the stability and continuity of child care, the child care choices they make, 
and how these choices affect their ability to find and retain a job or participate in educational or 
training programs. This information is being collected through a one-time survey of low income 
parents in 25 communities. In addition, we are collecting more detailed information on families that 
use family child care, their providers and the experience of children in family child care. This portion 
of the study will involve multiple data collection efforts over a 2'A year period, to allow us to track 
changes in parental employment, subsidy status and child care arrangements over time. 

Framework for the Study 

Exhibit 1.1 illustrates a conceptual framework for the study as a whole. In this model, time passes 
from left to right. Federal policy is interpreted by the states, which may enact legislation or develop 
separate, related policies. These policies have been shaped by the state context. Federal and state 
policies are then implemented at the local level. The implementation of these policies in turn affects 
the existing supply. Parents’ selection of care is affected by the family context, the characteristics, 
including cost, of the supply of care available to them, and the ways in which communities implement 
subsidy and other policies. Children’s experiences in child care are a result of the attributes of a 
particular child care arrangement, as it is shaped by the family context. 

The arrows from right to left at the bottom reflect the feedback from parents to communities, 
communities to states, and states to the federal government that further shapes child care policies. 
Children’s and parents’ experiences with child care arrangements, and the supply of care available, 
further shape community implementation of policy. Feedback from the community to the state about 
the way that child care policies are being implemented and their effects further shapes state policies. 
States may, in turn, adjust resource allocations, change child care regulations, adjust co-payment and 
fee schedules, and/or change TANF policies. They base these decisions on a variety of 
considerations, such as whether or not all child care funds are expended, if there is excess demand for 
child care, whether TANF programs have had difficulty meeting the percentage work requirements, 
or if there is a dramatic drop in the welfare rolls. Formation of federal policy may be based, in turn, 
on feedback from the states. 
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Exhibit 1.1: CONTEXTUAL FRAMEWORK FOR THE STUDY 
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Study Research Questions 



At the state level, the study uses analyses of administrative and program data, and interviews with 
state child care and welfare agency staff to address the following questions: 

• What are the strategies that states use to make the most effective use of available funds to 
meet the child care needs of low-income families? What are states’ views of the adequacy of 
available funds and what efforts are made to change funding levels? How do states balance 
decisions about who should receive subsidies (eligibility rules), how much parents should be 
required to contribute (co-payment levels), and how much subsidy individual providers 
should get (payment rates)? What are state policy makers’ rationales for these tradeoffs and 
their intended effects? What subsidy mechanisms (e.g. vouchers vs. contracts) do states use? 
On what basis are providers reimbursed for care (i.e., hours of care vs. blocks of time)? What 
kinds of families receive child care subsidies and for what types of child care? 

• What are the systems that states put in place to implement child care programs and coordinate 
the programs with one another as well as with other programs that serve low-income children 
and their families? What initiatives are in place to increase the supply of child care and 
improve access and quality? 

Similarly, at the community level, the study uses analyses of administrative and program data, as 
well as interviews with agency staff and key informants and focus groups with low-income parents 
and providers to address the following questions: 

• How are state and local child care and welfare policies and programs interpreted and 
implemented at the local level? How do state subsidy policies on notification, eligibility, 
parent co-payments, provider fees, form of payment and time formula for payment actually 
work and what do community members perceive to be their impact? 

• What is the community context in which child care programs operate? 

• What are the resulting characteristics of the local child care market, especially with respect to 
the choices available to low-income families? 

• How is the child care market for low-income families affected by significant changes in 
welfare policy and programs? 

At the individual level, the study uses a combination of strategies to gather information, including for 
children under 13 years of age: a community survey of low-income parents, working or in school and 
using non-parental child care; in-person interviews with low-income working mothers (or custodial 
fathers) who use family child care and with their child care providers; observations of young children 
in their care environments; and interviews with children aged nine to thirteen. Below, we discuss 
each strategy and the research questions it is designed to address. 

The community survey is a random-digit dialing survey of poor and near-poor families in each of the 
25 study communities. It will answer the following questions: 

• How many different child care arrangements, and what types, do low-income families use? 

• What are the factors that influence low-income families’ choice of non-parental child care? 
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• How do different state and local child care and welfare policies affect low-income parents’ 
child care choices? 

• What are the factors that influence income-eligible families to apply for child care subsidies? 

• What are low-income parents’ perceptions about the availability, accessibility and 
affordability of different kinds of care in their community? 

• What proportion of family cash income is spent on child care in low-income families? 

• How well do child care arrangements meet low-income parents’ work- or education-related 
needs? 

• How does the presence or absence of a child care subsidy affect parents’ child care and 
employment decisions? 

In-person interviews in five of the 25 communities with low-income parents who have chosen 
family child care at the beginning of the study, and who are receiving or are eligible for a child care 
subsidy, will address the following questions: 

• What are the factors that influence parents to choose family child care? How do these change 
over time? 

• How do child care arrangements change over time and what are the reasons for the changes? 

• How does the presence or absence of subsidy affect parents’ choice of child care provider? 

• How does the presence or absence of a subsidy affect the stability and continuity of the child 
care arrangement? 

• How does the presence or absence of a subsidy affect the type, stability and continuity of 
parents’ employment? 

• What happens to parental employment and child care arrangements when families lose their 
subsidy? 

• How do aspects of the family child care arrangement, such as the parent’s relationship with 
the provider, the stability, continuity or flexibility of the arrangement, etc., affect parents’ 
ability to work and to balance the competing demands of family and work? 

In-person interviews with family child care providers will address the following questions: 

• What are the characteristics of family child care providers? 

• What is the motivation for providing child care services? 

• How do providers view their role? 

• What is the nature of the relationship between parents and providers? 
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Observations in the family child care setting will address the questions: 

• What are the characteristics of the care environment? 

• What is the nature of children’s experience in the child care setting? 

• What is the level of child functioning in the child care settings? 

• How do children’s experiences change over time? 

Interviews with school-age children will address the questions: 

• How do school-age children spend their out-of-school time? 

• What kinds of activities do children engage in during out-of-school time? 

• Who chooses the activities for these school-age children? 

The Study Sample 

Information for the study is collected at three levels, with nested samples of communities within 
states and families and providers within communities. The first level is a sample of 17 states 
containing 25 communities that were selected from a national sampling frame to be as close as 
possible to a representative sample of counties with child poverty rates above 14 percent. At the 
family level, the study includes several samples: a random sample of 2,500 low-income families 
(with incomes under 200% of federal poverty guidelines) with working parents and at least one 
child under age thirteen for whom they use non-parental child care in the 25 communities (100 per 
community); a sample of 650 low-income parents who are receiving, or are eligible for, child care 
subsidies, and who are using family child care at the start of the study; and a sample of the 650 
family child care providers linked to these 650 families. 

Selection of States and Communities 

The primary focus of the state and community-level analyses is an examination of how federal and 
state policies and practices are implemented at the local level. Therefore, rather than first selecting a 
sample of states and then selecting a sample of communities within those states, we allowed the 
selection of states to be determined by the sample of communities included in the study. 

For the National Study of Child Care for Low-Income Families , we have used the county as our 
definition of a community. An advantage of using counties is the availability of benchmark data at 
the county level from the National Child Care Survey (NCCS) and the Profiles of Child Care Settings 
(PCCS) studies conducted in 1990 in a nationally representative sample of counties. 

Our goal in the selection of counties was to select a sample that, in a broad sense, would be 
representative of where low-income children live. Starting with the NCCS/PCCS sample of 100 
counties or county groupings, we identified 80 counties/county groupings with a 1993 poverty rate for 
children greater than 13.8 percent. When properly weighted, these 80 counties/county groupings 
represent more than 90 percent of poor children in the United States in 1990. Our sample of 25 
communities was selected to be a representative sample of these 80 counties/county groupings. 

Our sample of 25 counties/county groupings resulted in a sample of 17 states. The sample of counties 
and states is shown in Exhibit 1-2. 
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Exhibit 1-2: SELECTED STATES AND COMMUNITIES 





Communities 




Communities 




(Counties or County 




(Counties or County 


State 


Groupings) 


State 


Groupings) 


Alabama 


Mobile 


New Mexico 


Dona Ana 
Luna/Grant/Hidalgo 


California 


Los Angeles* 

Orange 

Riverside 


New York 


Orange 


Illinois 


Cook 


North Carolina 


Mecklenberg 

Alamance 

Johnston 


Indiana 


Madison 


Ohio 


Hamilton* 


Louisiana 


Oachita 


Tennessee 


Shelby 

Hardeman/Fayette/Lake/ 

Lauderdale 

Marshall/Coffee/Bedford 


Massachusetts 


Franklin* 


Texas 


Harris* 


Michigan 


Wayne 


Virginia 


Arlington 


Minnesota 


Hennepin 

Itasca/Koochicking/ 

Pennington 


Washington 


King* 


New Jersey 


Union 







* Included in the in-depth study of family child care. 



Selection of Families for the Community Survey in 25 Counties 

The primary objective of the Community Survey is to provide information about the child care choices 
made by low-income working parents and the factors that influence their decisions. Information is 
being collected through a one-time random-digit dialing (RDD) telephone survey in each of the 25 
study communities that began in late summer of 1999. Households are screened for: 

• children under age 13; 

• a mother working or in school; 

• family income below 200 percent of federal poverty; and 

• at least one child under 13 using some form of non-parental child care. 

Sufficient households will be screened to yield a sample of 100 families in each community using 
work- or education-related child care. This sample will be used to describe the distribution of the 
types of child care used by low-income families in each of the study communities. 

Across the 25 communities, the sample includes a total of 2,500 such families — some families that 
are receiving subsidies, some that are on waiting lists to receive subsidies, as well as families who are 
eligible for, but have not applied for, subsidies. In addition, it includes some families whose incomes 
place them just above the eligibility limits. This sample will be used to address questions about 
parents’ choice of child care arrangements, the cost of care as a percentage of family income, and the 
effects of child care and subsidy policies (as well as welfare policies) on their choices. 
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Selection of a Subsample of Five Communities for the In-Depth Study of Family Child Care 

An in-depth examination of low-income families using family child is being conducted in a 
subsample of five of the 25 communities. The five counties included in the subsample were selected 
to represent the following: 

• some geographic distribution; 

• variation in state regulatory and subsidy policy; 

• variation in other policy relevant indicators; 

• variation in urban vs. rural location; 

• different concentrations of poverty populations; 

• ethnic mix within the community; and 

• factors facilitating implementation of the study (e.g., cooperation of local and state 
personnel). 

In addition, the counties needed to include a sufficient number of subsidized families to provide an 
adequate sample for the in-depth examination of family child care. The five counties selected for the 
substudy are starred in Exhibit 1-2. 

Selection of a Sample of 650 Low-Income Parents Using Family Child Care in the Five 
Counties 

The sample of 650 low-income working parents with children aged one to nine years in family child 
care comprises 130 families in each of the five counties. All of the families included in this sample 
were eligible to receive child care subsidies at the time of sample selection. This sample is stratified 
by subsidy status and age of child. The sample includes 300 children ages one to five and 350 
school-age children, ages six to nine. 

Study Reports 

This report is the first in a series of reports on study findings. It presents findings from the State and 
Community Substudy, which is primarily concerned with examining the ongoing changes in state and 
community child care and welfare systems associated with the implementation of the 1996 welfare 
reform legislation. A second report on these topics will be available in 2001 and a final report in 
2002. A report detailing the findings from the Community Survey will be available in 2001. A series 
of reports that will present findings from the In-Depth Study of Family Child Care will be available, 
beginning in 2001 and ending with a final report in 2002. 

Context for the State and Community Report 

The state and community substudy focuses on the three shaded boxes in Exhibit 1.1. Below we 
describe the state and community context for the report and the federal context within which states 
operate. A final section describes the sources of information for the report and the data collection 
process. 
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The Federal Context 



The decisions that states make about child care are dictated, in large part by the federal dollars they 
receive for child care and the regulations that govern the uses of that money. The purpose of the 
study is to develop a better understanding of how federal policies are interpreted at the state level and 
ultimately implemented at the community level. The major policies and programs that are the focus 
of the study are the Child Care and Development Fund, and those aspects of TANF that are directly 
related to child care, such as TANF funded child care programs, time limits for cash assistance and 
work requirements. 

Section 103 (c) of the PRWORA repealed the child care programs authorized under title IV-A of the 
Social Security Act - AFDC Child Care, Transitional Child Care and At-Risk Child Care. In 
addition, PRWORA appropriated new entitlement child care funds under Section 418 of the Social 
Security Act, required that these funds be subject to the Child Care and Development Block Grant 
(CCDBG) Act, and reauthorized the Act. Since PRWORA required that these child care funds be 
administered as a unified program, the combined funds were named the Child Care and Development 
Fund. 

The major regulatory decisions were: to assure that states have adequate information upon which to 
base child care payments; to promote public involvement in the plan process; to strengthen health and 
safety in child care by requiring children receiving CCDF subsidies to be age-appropriately 
immunized; to require coordination between child care Lead Agencies and agencies administering 
TANF, health, education, and employment programs; to streamline the CCDF application and plan; 
and to provide clarifications based on experience operating both the CCDBG program and the now- 
repealed title IV-A programs. 

Under the legislation, Congress provided approximately $8.5 billion for the unified child care 
program over the fiscal years 1997 - 2000. 

The State Context 

At the state level, decisions are made about the use of the Child Care and Development Fund Block 
Grant. These decisions include determining the level of resources for counties, setting eligibility 
guidelines and prioritizing eligible populations (including priorities attached to serving TANF and 
non-TANF families), establishing requirements for notification and outreach, developing co-payment 
scales, and developing fee schedules and direct payments to parents. At the state level, there also 
may be decisions about how child care subsidies are delivered (although this may be determined at 
the local level), including whether or not subsidy administration is privatized or whether programs for 
TANF recipients are administered separately from subsidy programs for non-TANF recipients. Also 
at the state level, policy decisions are made about relevant aspects of the TANF program, such as the 
time limits, work requirements, diversion programs, and transitional child care. States also establish 
child care regulatory systems and may have early care and education programs, such as universal 
prekindergarten or state Head Start. 

States have always had considerable flexibility with respect to child care subsidy policies. However, 
the amount of flexibility afforded the states has increased substantially under the PRWORA. The 
PRWORA established the CCDF as the primary source of government subsidies for low-income 
families. States must spend some of their own funds as a maintenance-of-effort requirement for 
drawing down their full share of federal funds. Federal regulations limit eligibility for child care 
subsidies funded out of the CCDF to children with working parents (or parents in TANF work 
activities) with incomes below 85 percent of state median income. However, states may establish 
more restrictive eligibility criteria than those set forth in the federal regulations. In terms of policy 
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decisions, the paramount decision for states is how much of their own funds to spend. States may 
also set their own eligibility requirements and establish their own priorities for serving low-income 
children. In addition, states determine their own payment rates and co-payment rates for child care 
subsidies. 

State Financial Commitment 

The ongoing appropriations establish a maximum amount of federal child care subsidy funds that are 
available to each state in a given fiscal year. In order to draw down its federal allocation, a state must 
commit some of its own funds to meet federal requirements for matching and maintenance of effort. 
Therefore, the first policy decision that a state must make is how much of its own money to spend for 
child care. States may elect to draw down some or all of their federal allocation and, to date, the 
majority have drawn their full allocation of federal funds. Beyond the spending necessary for 
obtaining its share of federal child care funds, a state may elect to spend additional state funds to 
provide child care subsidies to low-income children. 

How then should one assess a state=s financial commitment to providing child care subsidies to low- 
income children? The CCDF regulations suggest a common measure of need across all statesBthe 
number of children in families with incomes below 85 percent of state median income (SMI). 2 This 
measure of need is unaffected by state policy and the proportion of these children served by subsidies, 
is a meaningful indicator of the relative commitment that states are making to providing child care 
subsidies to low-income children. The total amount spent per federally-eligible child provides a 
useful indicator of a state=s financial commitment. Other indicators would include the proportion of 
its federal allocation a state was able to draw down, and whether a state spent more that the minimum 
amount necessary to obtain its full federal CCDF allocation. 

How Do States Allocate the Child Care Funds? 

As well as determining the total amount of money it is going to spend on child care subsidies, a state 
must make two interrelated decisions: 

• how many children to serve; and 

• how much should be spent for each child served? 

How Many and Which Children to Serve. How can one assess the number of children a state has 
elected to serve? Again, the CCDF regulations provide a common measure of need across states. A 
useful indicator of the breadth of a state’s commitment to provide child care subsidies to low-income 
children is the proportion of federally-eligible children who receive a subsidy. 

In addition to the number of children served, a state must decide which children to serve. The 
PRWORA eliminated the child care entitlement for welfare recipients. Unless a state’s financial 
commitment is such that it can serve all federally-eligible children, a state must set priorities for 
which children it wants to serve first. States may, or may not, give priority to TANF recipients or 
recent TANF recipients. In addition to determining if it is going to give priority to TANF recipients 
or recent TANF recipients, a state must decide whether to exclude some federally-eligible children 
from state-eligibility. A useful indicator of the relative restrictiveness of state eligibility criteria is the 



2 The CCDF stipulates that to be eligible for subsidies, children must be under the age of 13 and reside with a 
family whose annual income does not exceed 85 percent of SMI for a family of the same size, and in which 
the parent or parents are working or attending a job training or educational program, or the child may need 
to receive protective services. 
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proportion of federally-eligible children who are eligible to receive a child care subsidy under state 
regulations. 

How Much to Spend for Each Child Served, How can one assess the level at which a state has 
elected to serve children receiving child care subsidies? The average amount spent for each child 
who receives a subsidy provides a useful indicator of the overall level at which the state has elected to 
serve subsidized children. Other things being equal, this amount is largely determined by two state 
policy decisions 3 : 

• the payment rate to child care providers; and 

• the co-payment that parents are required to make in order to receive a subsidy. 

For any given payment rate to providers, the higher the parents: co-payment rate, the lower the state 
cost. That is, the total provider payment is equal to the state share plus the parents share. 

State policies with respect to payment rates to providers and parents’ co-payment rates affect the 
types of care that low-income children have access to, and the child care choices made by low-income 
parents. The lower a state=s payment rates, the less likely it is that child care providers will be willing 
to serve low-income children. The higher a state=s required co-payment fees, the less likely it is that a 
low-income parent will use subsidized child care. In this way, the co-payment policy also influences 
which children can be served. 

Balancing Administrative Efficiency and Ease of Access for Parents and Providers 

Once decisions are made about the allocation of resources, states face a set of decisions about how to 
administer the system that determines (and redetermines) family eligibility, approves providers for 
payment and disburses payment. States may choose a state-administered system, in which all 
functions are carried out by state offices in each community, a system in which all responsibilities 
devolve to local governmental agencies or a mix of both. They may choose to privatize some or all of 
the system’s functions. Depending on the decisions made, all parents may have to apply for child care 
assistance at the local TANF office. While this may make for administrative efficiency, it may create 
a barrier for parents who would otherwise have no contact with what they perceive as the “welfare” 
system. Alternatively, the system may require families in different eligibility categories (i.e., TANF, 
transitioning or non-TANF) to apply in different places, removing perceived stigma but increasing the 
possibility that families moving from one category to another may experience a difficult transition. 
Processes for determining and redetermining eligibility may be more parent- friendly if they can be 
accomplished by mail rather than in person. 

The system for approving and paying providers may be as important as the payment rates themselves 
in influencing providers’ willingness to accept subsidized children. If the initial approval process 
and/or the payment process is unwieldy or slow, providers will be more reluctant to participate in the 
system. 

Safeguarding Quality while Protecting Parental Choice 

States make other decisions that affect the child care choices that parents who receive subsidies can 
make and the quality of the care that children receive. While the federal legislation stipulates that all 
types of legal care are eligible to receive subsidies, states may declare some types of care illegal or 
impose requirements that make some forms of care less accessible or inaccessible to parents. 

3 Average spending per child may be affected by other factors such as the balance of part-time vs. full-time 
care subsidized, as well as, policies and practices that influence how long children receive subsidies. 
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States have a variety of tools by which they can safeguard the quality of care that children receive, 
beginning with the licensing standards they impose on child care whether subsidized or not, and the 
system for licensing and monitoring care. They may impose additional requirements for providers 
who serve subsidized children. Efforts to improve the quality of care beyond the level of licensing 
and regulation may take the form of differential payment rates for providers who meet a higher 
quality standard, training and professional development initiatives, grants and loans, funding for local 
Resource and Referral agencies and a range of other programs to increase supply as well as to 
enhance quality. Consumer education efforts may be undertaken to make parents aware of quality 
issues and to help them to make informed choices about care. 

State Policies that Affect Families 1 Use of Subsidies 

In every state, only a fraction of federally-eligible children receive subsidies. The major factor that 
determines how many eligible children are served is, of course, the availability of federal and state 
funds for child care, which are nowhere adequate to meet the needs of all potentially-eligible children. 
In addition, as we discussed earlier, some parents may make a conscious choice not to seek 
governmental help to pay for their child care, because of perceived stigma or for other reasons. 
Because schedules for low-wage work can be uncertain and change at short notice, families need for 
paid child care can change suddenly. If parental work schedules and program hours coincide, 
children may attend a Head Start or state-funded pre-kindergarten while their parents work. More 
often, since these programs are typically part-day and part year, families will need help to pay for 
child care that covers the time before and after the hours that these programs operate. Some parents 
may have work or school schedules that allow one parent to care for the children while the other is at 
work. 

However, state and local policies can affect the willingness of state-eligible families to apply for 
subsidies and can also work to reduce the number of federally-eligible children served. For example, 
a high co-payment for subsidized care may lead parents to seek alternative types of care where the 
fees are less than the co-payment for subsidized care. In other cases, state and local policies and 
procedures may make it difficult for some low-income working parents to gain access to the subsidy 
system. Parents might be required to apply in-person during business hours when the parent is 
working, or in-person at a location that is relatively inaccessible to the parent. And, since child care 
is not an entitlement, states may not allocate enough money for child care subsidies to serve all of the 
eligible families. 

Subsidy take-up rates may be affected by a variety of policies including: 

• Restrictiveness of state eligibility criteria. Since states are free to set their own eligibility 
criteria, many children who might be eligible to receive a child care subsidy under federal 
eligibility criteria may not be eligible under state criteria. All of the study states have given 
priority to providing child care subsidies to TANF 4 . By contrast, with the exception of New 
Mexico, all of the study states have established income-eligibility criteria for non-TANF 
recipients that are more restrictive than the federal criteria. The ratio of the number of 
children eligible for subsidies under state criteria to the number of children eligible under 
federal criteria is an indicator of the degree to which state policy restricts eligibility to child 
care subsidies. The lower this ratio, the more restrictive is the combined effect of a state’s 
eligibility criteria. 

• Value of the child care subsidy to low-income parents. The state share of total payments to 
child care providers provides a measure of the value of a child care subsidy to low-income 



4 Children receiving protective services are also a priority for subsidized care. 
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families. Other things being equal, the higher the state payment to providers the more 
valuable the subsidy is to parents. Higher state payments to providers give low-income 
families access to a larger segment of the child care market. State payments to providers 
depend on several factors including the number and ages of children in a family receiving 
child care subsidies, and the types of care used by these children. 

• Cost of receiving a child care subsidy. Most states require low-income families to make a 
co-payment in order to receive a child care subsidy although CCDF regulations allow them 
the option to waive the requirement for families at or below the poverty level. The co- 
payment may be thought of as the cost of receiving a child care subsidy. Regardless of the 
value of the subsidy, a family must make the required co-payment. One would expect that 
the higher the co-payment, the less likely it is that a low-income family will take advantage of 
the subsidy. If states allow providers to charge families an additional amount, beyond the co- 
payment, this may also discourage families from using subsidies. 

The Community Context 

Several policies and programs implemented (and sometimes developed) at the community level have 
an impact on low-income families’ access to child care. These include the implementation of child 
care subsidy programs, the development and/or implementation of initiatives to improve families’ 
access to high quality child care, the implementation of welfare policies and programs, and the 
development and/or implementation of other early care and education programs. 

Child care subsidy programs and other early care and education programs are implemented at the 
community level. With few exceptions, it is at this level that parents interact with case workers or 
resource and referral counselors who determine their eligibility and inform them of child care options 
that are available to them. It is where child care providers find out about payment procedures and 
interact with staff when there are problems with payments. Agencies and staff at the community level 
interpret and apply the rules related to eligibility, fee schedules, co-payments, etc., that are 
determined at the state level. 

Other efforts to increase families access to high-quality child care occur, from provider recruitment 
and training programs, to consumer education efforts, to facilities loan programs. These are initiated 
and funded through a variety of mechanisms, including state programs, public-private partnerships, 
community-level initiatives, and hybrid programs. In some communities, there are also coordinating 
bodies that are developed to rationalize the early care and education system. 

TANP policies set by the state are interpreted and implemented at the community level. These 
include diversion programs, time limits, work requirements, entitlements to child care for TANF 
recipients, and transitional child care eligibility. 

At the community level, other early care and education programs are developed and/or implemented. 
In addition to state prekindergarten programs and state investments in Head Start programs, school 
districts and other community-level agencies may have early care and education programs. 

The implementation of early care and education policies is influenced by community contexts, 
including demographic characteristics (e.g., poverty levels, the proportions and ages of young 
children, women s labor force participation), the economic base and conditions (e.g., the types of 
industries in the community, unemployment levels, wage rates), the extensiveness of public 
transportation systems, as well as social norms and attitudes. 
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Sources of Information and Data Collection for this Report 

Exhibit 1 .3 shows the sources of information for this report. 



Exhibit 1.3: 


DATA SOURCES FOR THIS REPORT 






Sample 


Information Sources 


Data Collection Staff 


Schedule 


1 7 States 


• Interviews with key informants, such as 
child care administrator, welfare 
commissioner, child care licensing staff 

• Review & synthesis of extant materials 

• State budgets and administrative data 

• Census data 

• Current Population Survey (CPS) data 


Abt/NCCP Senior Study 
Staff 


Summer/fall 1999 


25 Counties 


• Interviews with key informants, such as 
child care agency staff, CCR&R staff, 
subsidy administrators 

• Review and synthesis of extant 
materials 


Abt/NCCP Senior Study 
Staff 

Abt/NCCP Staff 


Summer/fall 1999 
Summer/fall 1999 



Data Collection 

After an initial review of state plans and other extant documents, two-person teams of Abt and NCCP 
study staff visited the 17 states and 25 communities to conduct intensive interviews with agency staff 
and other key informants. In each state, between three and five agency staff were interviewed in the 
25 communities; the number of key informants ranged from six to 14, depending on the size of the 
community and the complexity of the child care system. After site reports were completed, states 
were asked to review, correct and/or complete financial and administrative data on subsidy use. Once 
a draft report had been prepared, states were offered an additional opportunity to correct factual errors 
and register any disagreement with our interpretation of the information collected. 
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Chapter Two: State Spending on Child Care after 
PRWORA 



With the creation of the CCDF, the federal government also significantly increased the overall 
funding available for child care. For the six-year authorization period, the legislation included $4 
billion in funding over and above federal funding levels for child care programs in previous years. 5 
There were understandable fears that many states would not spend the state dollars necessary to draw 
down all the newly-available federal dollars, in part because, in the past, states had not used all the 
federal funds available to them. 6 

This chapter examines the total child care expenditures made by the study states in the first three 
years of the CCDF and TANF, federal fiscal years 1997 through 1999. 

Summary of Findings 

• Spending by most states in the study grew dramatically during the Child Care and 
Development Fund’s first three years. In response to mounting demand for child care 
subsidies, expenditures grew in every study state between federal fiscal years 1997 and 1999. 
The median increase in child care spending in the study states over the three-year period was 
78 percent. 

• When differences in the costs of child care and the number of low-income children in the 
states are accounted for, the median adjusted spending per federally-eligible child nearly 
doubled in the study states. As findings for Chapter Three show, however, states were still 
serving only a fraction of the children potentially eligible under federal law. 7 

• Putting to rest initial fears that many states would not take advantage of all available CCDF 
funding, the majority of the study states spent sufficient state dollars to draw down 
virtually their full allocations of federal CCDF dollars. In fact, beyond the dedicated 
child care funds from the CCDF, states made increasing use of optional federal and 
state funds not earmarked for child care. Median child care spending from all federal and 
state optional sources as a percentage of total expenditures for child care more than doubled 
between 1997 and 1999, going from 16 to 40 percent. 

• The federal TANF Block Grants became the study states’ prime new source of optional 
child care funding during these years. In 1997, only three of the 16 reporting states used 



5 Gina Adams and Nichole Oxendine Poersch, Who Cares? State Commitment to Child Care and Early 
Education, Children’s Defense Fund, 1996, p. 42. 

6 In 1994, 20 states had not allocated sufficient state funds to draw down all the federal funds available to 
them through the Family Support Act, At-Risk child care program. (Helen Blank, Helping Parents Work 
and Children Succeed: A Guide to Child Care and the 1996 Welfare Act, Children’s Defense Fund, p. 9.) 

7 See Chapter Three, Exhibit 3-2. Study states were also serving only a portion of those eligible under state 
guidelines, and waiting lists for subsidies still existed in 12 of the 17 study states in 1999. See Exhibits 3- 
11 and 3-3. 
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TANF funds for child care; all 16 did so in 1999. In 1997 just one state drew more than 20 
percent of child care expenditures from its TANF Block Grant; in 1999, 12 states did so. 8 
Fifteen of the 16 states using TANF funds for child care in 1999 transferred significant 
portions into the CCDF, where they came under the health, safety and quality provisions of 
the CCDF. Ten states expended TANF funds directly for child care in 1999. 

• Social Services Block Grant (SSBG/Title XX) funds were a declining source of child 
care spending. Ten states used these funds in 1997. Joined by one other state, these states 
also used SSBG funds in 1999. For most of the initial 10 states, however, SSBG represented 
a smaller percentage of their spending in 1999. 

• States’ patterns of spending — and not spending — their own optional funds on child care 
held steady between 1997 and 1999. Of the 1 1 states that reported using optional General 
Revenue for child care in 1997, ten reported continuing to use optional state funds in 1999. 
Moreover, these states generally increased their spending of optional state funds as their 
spending from all sources grew. On the other hand, the five states that spent no optional state 
money in 1997 also spent none in 1999. 

• Growth in state spending on quality activities kept pace with growth in total child care 
spending. The median increase in spending on quality activities was 85 percent, slightly 
higher than the median increase in overall spending. Between 1997 and 1999, the median in 
adjusted quality spending per child of employed parents more than doubled in the study 
states. Of the 16 states reporting, 11 in 1997 and 14 in 1999 exceeded the 4 percent 
quality spending required from designated streams within the CCDF. Moreover, in both 
years, for seven of the reporting states, quality spending exceeded 4 percent of their total 
child care spending from all sources, not just those within the CCDF. 

Provisions of the New Child Care and Development Fund 

Key provisions of the new CCDF contributed to early concerns that states would fail to use all the 
federal and state funds it made available. The CCDF eliminated all previous child care entitlements. 
AFDC child care and Transitional Child Care had been entitlements for eligible families while they 
received cash assistance and for one year afterward. The federal government had reimbursed states 
for a percentage of the costs associated with all the children they served in these two programs. The 
Family Support Act’s At-Risk Child Care and CCDBG were not entitlements; states had fixed 
allocations for each. 

The CCDF also reduced earlier matching and maintenance-of-effort requirements. At-Risk Child 
Care required a state match, and CCDBG included a maintenance-of-effort requirement. The CCDF 
made “Mandatory” base funding available to states without any match and made “Discretionary” 
funding — successor to the CCDBG — available without a maintenance-of-effort or matching 
requirement. New federal “matching” funds, however, were available only to states meeting new 
“maintenance-of-effort” and “matching” requirements. 



During this period, states had a unique opportunity to transfer prior-year TANF funds to the CCDF. Under 
the final TANF regulations issued in April 1999, states were informed that, after October 1, 1999, they 
could transfer only current-year TANF funds to CCDF and SSBG. That meant states had until the end of 
September 1999 to transfer prior year TANF funds, after which use of those funds was restricted to 
assistance purposes. Some states indicated that, as a result, they elected to transfer large amounts of 1997, 
1998, and 1999 funds before October 1, 1999, and that transfers in FY 2000 or FY 2001 may not equal this 
one-time transfer. 
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